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(2) Adjusted basis. A holder’s adjusted
basis in an inflation-indexed debt in-
strument is determined under § 1.1272–
1(g). However, a holder’s adjusted basis
in the debt instrument is decreased by
the amount of any deflation adjust-
ment the holder takes into account to
reduce the amount of interest other-
wise includible in income or treats as
an ordinary loss with respect to the in-
strument during the taxable year. The
decrease occurs when the deflation ad-
justment is taken into account under
paragraph (f)(1) of this section.

(3) Subsequent holders. A holder deter-
mines the amount of acquisition pre-
mium or market discount on an infla-
tion-indexed debt instrument by ref-
erence to the adjusted issue price of
the instrument on the date the holder
acquires the instrument. A holder de-
termines the amount of bond premium
on an inflation-indexed debt instru-
ment by assuming that the amount
payable at maturity on the instrument
is equal to the instrument’s inflation-
adjusted principal amount for the day
the holder acquires the instrument.
Any premium or market discount is
taken into account over the remaining
term of the debt instrument as if there
were no further inflation or deflation.
See section 171 for additional rules re-
lating to the amortization of bond pre-
mium and sections 1276 through 1278 for
additional rules relating to market dis-
count.

(4) Minimum guarantee. Under both
the coupon bond method and the dis-
count bond method, a minimum guar-
antee payment is ignored until the
payment is made. If there is a min-
imum guarantee payment, the pay-
ment is treated as interest on the date
it is paid.

(5) Temporary unavailability of a quali-
fied inflation index. Notwithstanding
any other rule of this section, an infla-
tion-indexed debt instrument may pro-
vide for a substitute value of the quali-
fied inflation index if and when the
publication of the value of the quali-
fied inflation index is temporarily de-
layed. The substitute value may be de-
termined by the issuer under any rea-
sonable method. For example, if the
CPI–U is not reported for a particular
month, the debt instrument may pro-
vide that a substitute value may be de-

termined by increasing the last re-
ported value by the average monthly
percentage increase in the qualified in-
flation index over the preceding twelve
months. The use of a substitute value
does not result in a reissuance of the
debt instrument.

(g) Reopenings. For rules concerning a
reopening of Treasury Inflation-In-
dexed Securities, see paragraphs (d)(2)
and (k)(3)(iii) of § 1.1275–2.

(h) Effective date. This section applies
to an inflation-indexed debt instru-
ment issued on or after January 6, 1997.

[T.D. 8709, 62 FR 618, Jan. 6, 1997. Redesig-
nated by T.D. 8838, 64 FR 48547, Sept. 7, 1999,
as amended by T.D. 8840, 64 FR 60343, Nov. 5,
1999; T.D. 8934, 66 FR 2817, Jan. 12, 2001]

§ 1.1286–1 Tax treatment of certain
stripped bonds and stripped cou-
pons.

(a) De minimis OID. If the original
issue discount determined under sec-
tion 1286(a) with respect to the pur-
chase of a stripped bond or stripped
coupon is less than the amount com-
puted under subparagraphs (A) and (B)
of section 1273(a)(3) and the regulations
thereunder, then the amount of origi-
nal issue discount with respect to that
purchase (other than any tax-exempt
portion thereof, determined under sec-
tion 1286(d)(2)) shall be considered to be
zero. For purposes of this computation,
the number of complete years to matu-
rity is measured from the date the
stripped bond or stripped coupon is
purchased.

(b) Treatment of certain stripped bonds
as market discount bonds—(1) In general.
By publication in the Internal Revenue
Bulletin (see § 601.601(d)(2)(ii)(b) of the
Statement of Procedural Rules), the
Internal Revenue Service may (subject
to the limitation of paragraph (b)(2) of
this section) provide that certain mort-
gage loans that are stripped bonds are
to be treated as market discount bonds
under section 1278. Thus, any purchaser
of such a bond is to account for any
discount on the bond as market dis-
count rather than original issue dis-
count.

(2) Limitation. This treatment may be
provided for a stripped bond only if,
immediately after the most recent dis-
position referred to in section 1286(b)—
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(i) The amount of original issue dis-
count with respect to the stripped bond
is determined under paragraph (a) of
this section (concerning de minimis
OID); or

(ii) The annual stated rate of interest
payable on the stripped bond is no
more than 100 basis points lower than
the annual stated rate of interest pay-
able on the original bond from which it
and any other stripped bond or bonds
and any stripped coupon or coupons
were stripped.

(c) Effective date. This section is ef-
fective on and after August 8, 1991.

[T.D. 8463, 57 FR 61812, Dec. 29, 1992]

§ 1.1286–2 Stripped inflation-indexed
debt instruments.

Stripped inflation-indexed debt instru-
ments. If a Treasury Inflation-Indexed
Security is stripped under the Depart-
ment of the Treasury’s Separate Trad-
ing of Registered Interest and Prin-
cipal of Securities (STRIPS) program,
the holders of the principal and coupon
components must use the discount
bond method (as described in § 1.1275–
7(e)) to account for the original issue
discount on the components.

[T.D. 8709, 62 FR 621, Jan. 6, 1997. Redesig-
nated by T.D. 8838, 64 FR 48547, Sept. 7, 1999]

§ 1.1287–1 Denial of capital gains treat-
ment for gains on registration-re-
quired obligations not in registered
form.

(a) In general. Except as provided in
paragraph (c) of this section, any gain
on the sale or other disposition of a
registration-required obligation held
after December 31, 1982, that is not in
registered form shall be treated as or-
dinary income unless the issuance of
the obligation was subject to tax under
section 4701. The term registration-re-
quired obligation has the meaning given
to that term in section 163(f)(2), except
that clause (iv) of subparagraph (A)
thereof shall not apply. Therefore, al-
though an obligation that is not in reg-
istered form is described in § 1.163–
5(c)(1), the holder of such an obligation
shall be required to treat the gain on
the sale or other disposition of such ob-
ligation as ordinary income. The term
holder means the person that would be
denied a loss deduction under section

165(j)(1) or denied capital gain treat-
ment under section 1287(a).

(b) Registered form—(1) Obligations
issued after September 21, 1984. With re-
spect to any obligation originally
issued after September 21, 1984, the
term registered form has the meaning
given that term in section 103(j)(3) and
the regulations thereunder. Therefore,
an obligation that would otherwise be
in registered form is not considered to
be in registered form if it can be trans-
ferred at that time or at any time until
its maturity by any means not de-
scribed in § 5f.103–1(c). An obligation
that, as of a particular time, is not
considered to be in registered form be-
cause it can be transferred by any
means not described in § 5f.103–1(c) is
considered to be in registered form at
all times during the period beginning
with a later time and ending with the
maturity of the obligation in which the
obligation can be transferred only by a
means described in § 5f.103–1(c).

(2) Obligations issued after December 31,
1982, and on or before September 21, 1984.
With respect to any obligation origi-
nally issued after December 31, 1982,
and on or before September 21, 1984, or
an obligation originally issued after
September 21, 1984, pursuant to the ex-
ercise of a warrant or the conversion of
a convertible obligation, which war-
rant or obligation (including conver-
sion privilege) was issued after Decem-
ber 31, 1982, and on or before September
21, 1984, that obligation will be consid-
ered to be in registered form if it satis-
fied § 5f.163–1 or the proposed regula-
tions provided in § 1.163.–5(c) and pub-
lished in the FEDERAL REGISTER on
September 2, 1983 (48 FR 39953).

(c) Registration-required obligations not
in registered form which are not subject to
section 1287(c). Notwithstanding the
fact than an obligation is a registra-
tion-required obligation that is not in
registered form, the holder will not be
subject to section 1287(a) if the holder
meets the conditions of § 1.165–12(c).

(d) Effective date. These regulations
apply generally to obligations issued
after January 20, 1987. However, a tax-
payer may choose to apply the rules of
§ 1.1287–1 with respect to an obligation
issued after December 31, 1982, and on
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